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Part A 
Answer all questions on the Answer Sheet provided on Page 6. 
Each question is worth 2 marks 


1. When country A can produce a product at a lower opportunity cost than country B, the 
country A is said to have: 

A. a productive advantage. 

B. an absolute advantage. 

C. an unfair advantage in terms of resource allocations. 

D. acomparative advantage. 


2. Increasing opportunity costs: 
A. Increase the mobility of the factors of production. 
B. Cause the government to impose trade restrictions. 
C. Increase the mobility of the factors of production. 
D. Limit the gains from international trade. 


3. An import quota: 
A. reduces the quantity imported and raises prices. 
B. reduces the quantity imported and lowers prices. 
C. increases the quantity imported and lowers prices. 
D. increases the quantity imported and raises prices. 


4. In which of these situations is there no deadweight loss? 
A. Consumption of a common resource without government restrictions. 
B. Free market production of a private good with a negative externality. 
C. Free market consumption of a private good with a positive externality. 
D. Free market production and consumption of a private good without any externalities. 
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5. In Figure 1, with free trade consumers gain area: 
A. C. 
B. C+E+F. 
C. C+G. 
D. B. 


6. The Coase theorem states that 
A. government intervention is always needed if externalities are present. 
B. assigning property rights is the only thing the government should do in a market 
economy. 
C. if transactions costs are low, private bargaining will result in an efficient solution to the 
problem of externalities. 
D. a free market equilibrium is the best solution to address externalities. 


7. Which of the following displays these two characteristics: rivalry and non-excludability? 
A. A public good 
B. A private good 
C. A quasi-public good 
D. A common resource 
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8. A positive externality occurs when: 
A. the marginal social benefit is greater than the marginal private benefit. 
B. the marginal social benefit is less than the marginal private benefit. 
C. the marginal social benefit is equal to the marginal private benefit. 
D. the marginal private benefit equals the marginal social cost. 


9. If a fire insurance company requires firms buying fire insurance to install automatic sprinkler 
systems, the insurance company is trying to reduce: 

A. adverse selection problems. 

B. moral hazard problems. 

C. sunk costs. 

D. asymmetric information 


10. Public goods: 
A. cost nothing to produce. 
B. can be consumed by additional people without additional cost once they are produced. 
C. tend to be over-consumed from the standpoint of society. 
D. are overproduced by the market. 
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Part B 
Answer all questions, each question is worth 10 marks 


. Use a Production Possibility Frontier to illustrate and explain the concepts of efficient, 
inefficient, and unobtainable production. Use a second diagram to illustrate 
technological change. Identify assumptions that you make. 


. Fora perfectly competitive firm, use a diagram to show that profits are maximised where 
price is set equal to marginal cost. 


. In economics, what is tax incidence? Using one or more diagrams, show that the 
incidence of a tax will vary according to supply elasticity conditions. 


. With the aid of a diagram, show that a reduction in a tariff on an imported product will 
have different effects on a country’s consumers, and domestic producers, of that 
product. 


. What is the economic impact of a government-imposed price floor in a market? Use 
One or more diagrams to explain your answer. 


. The electricity generation industry produces a substantial amount of pollution. In 
terms of economic efficiency, explain why preventing all electricity generation is not 
the best solution to the problem. Use one or more diagrams to illustrate your answer. 


. Perfect competition and monopolistic competition both generate zero economic profits 
in the long run. Using a diagram for each, compare these two market types in terms of 
efficiency. 


. What is the shutdown point for a perfectly competitive firm? Explain using a diagram 
whether a firm suffering losses in the short run will continue to produce or stop 
production by shutting down temporarily. Illustrate and explain how a change in market 
conditions might induce a firm that has temporarily shut down to recommence 
production? 


ECON101 — IEG Malaysia T1 2019 
Student Name 
Student Number 


PART A 
ANSWER SHEET 
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